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KEY ECONOMIC INDICATORS 


In millions of U.S. dollars and period averages unless otherwise noted 
ITEM 1987 1988 1989 (P) 
DOMESTIC ECONOMY 
Population (thousands) 31,470 31,933 32,403 
Population growth (%) 1.5 1.5 1.5 
GDP in current dollars (millions) 77,400 78,800 75,000 
Per capita GDP, current dollars 2,459 2,468 2,245 
GDP at constant 1970 prices, % change 2.0 -~1.8 =§.0 
Consumer Price Index annual % change (Dec.) 174.8 SO]. 7 2,000 
PRODUCTION AND EMPLOYMENT 
Labor Force (thousands) 11,786 13,956 i2,i09 
Avg. Unemployment Rate (October %) 5.7 6.1 $.5 
Avg. Underemployment Rate (October 3%) 8. 7. 10.0 
Industrial Production (% change) -0. -7. -15.0 
Combined fiscal deficit as % of GDP 1/ 7. 5. 8.0 
BALANCE OF PAYMENTS 
Exports, Total (fob) 6,360 9,137 8,500 
Imports, Total (cif) -5,818 -5,322 -4,900 
Trade Balance 542 3,815 3,600 
Current Account Balance -4,300 -2,200 <-2,800 
Foreign Direct Investment (gross) 2/ 500 900 200 
Foreign Debt, Public & Private (year-end) 56,000 58,000 60,000 
Interest Paid 3/ 4,200 1,000 500 
Interest Accrued 4,300 4,350 4,500 
Interest Accrued as % of exports 67.6 47.6 56.3 
Foreign Exchange Reserves, Gross (year-end) 3,100 4,800 2,400 
Average Exchange Rate, Australes=US$ 1.00 2.15 8.77 ome 
FOREIGN INVESTMENT 
Book value at year-end 8,800 9,300 9,500 
U.S. (book value at year-end) 2,854 a4 tau 2,600 
U.S. share (3%) 32.4 29.6 27.8 
U.S./ARGENTINA TRADE 
U.S. Exports to Argentina (fob) 1,089 1,055 1,050 
U.S. Imports from Argentina (cif) 1,176 1,568 1,500 
Trade Balance 67 “$13 -450 
U.S. Share of Argentine exports (%) 14 13 14 
U.S. Share of Argentine imports (%) 17 18 19 


Principal U.S. exports (1988): organic chemicals; ADP machinery & 
auxil. equip.; parts for office machs & adp mach; civil engineer & 
contractor’s equip.; aircraft, spacecraft & associated equipment; syn. 
resins, rubber & plastic materials; measuring, checking, etc. 
instruments; pesticides, fungicides; bituminous coal; road vehicle & 
tractor parts; medicinals & pharmaceuticals. 

Principal U.S. imports (1988): leather and manufactures; meat; iron & 
steel plates, sheets, pipes, tubes and fittings; vegetable oils; 
aluminum and alum. alloys; crude oil and petroleum products, fruits & 
nuts, prepared or preserved; sugar. 


(P) As Projected by Embassy 

1/ Combined deficit, includes the operating loss of the Central Bank. 
2/ Includes debt-to-equity conversions. 

3/ As of December 31, 1988, Argentina had accumulated about $2.6 
billion in interest arrears to commercial banks and several hundred 


million dollars in unrescheduled interest obligations to official 
creditors. 





SUMMARY 


The Argentine economy presently faces a serious economic 
crisis. Inflation has surged to an all-time high. The economy 
has been in a deep recession since mid-1988 and the upturn in 
inflation since April 1989 has exacerbated the decline. 
Prospects for an economic turnaround before the end of the year 
are uncertain. Economic policy-making is affected by events in 
the political arena, where the country is in the midst of the 


first transition between democratically elected administrations 
since 1928. 


Carlos Menem of the opposition Peronist party won the 
presidential elections of May 14, 1989 and took office July 8. 
Although the Peronist economic agenda is still evolving, Menem 
has appointed a pragmatic economic team that appears to be 
breaking from the party’s traditional nationalistic and 
populist policies. The new government is intent on stabilizing 
the economy through fiscal austerity, privatization, and 
greater reliance on market forces. Menem’s administration has 
sought emergency economic legislation from Congress that would 
provide authorization to curtail government subsidization of 
industry and to privatize many state-owned companies. 


The current economic crisis followed the demise in February 
1989 of the Alfonsin government’s August 1988 economic strategy 
(the Plan Primavera). The program, which relied on an 
overvalued Austral, negotiated price controls, and tight 
monetary policy, reduced the monthly inflation rate from 30 
percent in August to 6 percent in January. A series of 
exchange market crises in the ensuing months prcduced a 
devaluation of over 1,000 percent in the free exchange rate. 
The government responded with a series of short-term measures 
designed to blunt pressure on the exchange rate and to restore 
some price stability to the economy. However, the Alfonsin 
administration was unable to stabilize the economy, which led 
to the early transfer of power to the Menem government. 


Argentina’s external accounts are marked by uncertainty. 
Foreign exchange reserves are low. Arrears on debt payments 
totaled $2.7 billion at the end of 1988 and could reach $6 - $7 
billion at the end of this year. Although the 1989 trade 
surplus appears likely to repeat the 1988 result of $3.5 - $4 
billion, this is still not sufficient to meet financing needs. 
The World Bank program of structural adjustment loans has run 
into problems because of the broader macroeconomic environment 
as well as loan specific considerations. There has been no IMF 
program since early 1988. The Inter-American Development Bank 
(IDB) has made additional loan commitments for the second half 
of this year, but actual disbursements of existing loans are 
behind schedule. The new government is committed to resolving 
its external financing situation and has undertaken preliminary 
talks with the IMF to negotiate a new program. 





mg 
CURRENT ECONOMIC SITUATION AND TRENDS 


The Austral Plan and Its Successors. In June 1985, faced with 
a declining economy and monthly price inflation above 30 
percent, the Alfonsin government embarked on an innovative 
economic adjustment program, the Austral Plan. The program 
reduced inflation dramatically by incorporating orthodox 
monetary and fiscal features; freezing wages, prices and the 
exchange rate; and providing for de-indexation of contracts. 
Increased confidence led the public again to hold domestic 
currency. 


Nevertheless, after a year, the Austral Plan lost its force. 
The government failed to cut spending significantly. 

Reductions in the deficit came mostly from transitory increases 
in revenues. Public sector financing needs continued to draw 
scarce resources away from the private sector, leaving the 
economy short of investment funds. Monetization of the economy 
again declined in the face of rising inflation. 


The Alfonsin government has imposed several new economic 
programs since mid-1986, incorporating various elements of the 
original Austral Plan approach. The most recent program, the 
so-called Plan Primavera, announced in August 1988, sought to 
lower inflation significantly through the May 1989 presidential 
election. However, a major exchange market crisis in early 
February led to the collapse of the Plan, given its dependence 
on a stable exchange rate. The Alfonsin government’s last 
policy response, initiated in late May, was criticized for 
being short term in nature and representing a questionable 
basis for the remainder of the transition period. 


Economic Growth. Argentina’s economic performance has been 
highly variable since the early 1930s. Economic gains made in 
one year are often given up the next. Last year was another 
example of the pattern. GDP declined by almost 2 percent in 
1988 following growth of 2 percent in 1987 and 4 percent in 
1986. The economy moved into recession late in 1987 asa 
result of tight credit conditions and a decline in consumer 
purchasing power due to lower real wages. The sharp upturn in 
inflation through the first five months of 1989 has accentuated 


the economic slowdown; in May, monthly inflation reached 78.5 
percent. 


Credit and price stability has worsened under the impact of the 
1000 percent devaluation registered from February to May. 
Industrial activity remains depressed as companies face 
shortages of credit and key inputs. Overall business 
confidence is low. High inflation and government monetary 
policies have dampened real wages and consumer demand. 
Investment has slowed markedly, due to the broader problems of 
the economy and the uncertainty inherent in the historic 
transition between democratically elected administrations. 
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Export activity, while increasing, was constrained by the 
overvaluation of the exchange rate during the Plan Primavera 
and the political and economic uncertainties experienced this 
year. However, the agricultural sector has performed 
relatively well. Local producers boosted production in 1988 in 
response to higher world market prices, although 1989 remains 


uncertain, as drought conditions could represent a continuing 
problem. 


Monetary and Exchange Rate Policies and Inflation. High 
inflation has traditionally been a feature of Argentina’s 
economy, hitting triple digits on an annual basis for 13 of the 
past 15 years. Inflation doubled in each of the past two 
years, reaching about 400 percent in 1988. In 1989, inflation 
has soared and should reach 2000 percent for the year. 

Consumer prices have increased dramatically, rising from 6 
percent per month in January to a hyperinflationary monthly 
rate of almost 80 percent in May. Wholesale prices have risen 
at an even faster pace. The resurgent inflation is driven by 
devaluation and expectations. Government price controls, most 
recently applied via a system of administered prices, have 
failed to stem the move toward hyperinflation. The longer term 
inflation prognosis depends heavily on political and economic 
policy developments during the transition period. However, the 
initial stabilization program by the new administration appears 
to be putting the break on inflation. 


The Alfonsin administration ended almost two years toward 
exchange market liberalization when it reimposed exchange 
controls and moved to a fixed exchange rate on May 29. Prior 
to the move, the Central Bank had gradually opened exchange 
markets since October 1987. Following the Plan Primavera, the 
government instituted a series of exchange market 
liberalization measures, eventually concluding with the full 
unification of exchange markets in April 1989. The new 
government, though, has lifted exchange controls and after a 
large devaluation established a fixed exchange rate. 


The Alfonsin administration sought a more market-oriented 
banking system. In October 1986, the Central Bank altered 
"quasi-reserve" requirements and gave banks more freedom to 
take deposits and to make loans. The government took a major 
step forward in October 1987 when it abolished the regulated 
financial market. Markets are now free, with interest and 
deposit rates a function of supply and demand for credit. 
Still, reserve requirements remain very high and have been 
increased temporarily to absorb excess liquidity in line with 
the government’s desire to maintain tight credit and to achieve 
its exchange rate objectives. In such circumstances, these 
requirements represent a real constraint on bank lending. 
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Budget. The Alfonsin administration stressed its commitment to 
lowering the public sector deficit beginning with the Austral 
Plan in mid-1985. From a level of 13 percent of GDP in 1984, 
the government was able to reduce the deficit to 3.9 percent of 
GDP in 1986. However, the 1987 deficit reached 7.2 percent of 
GDP, or almost three times the government’s original 
projection. Government figures show a reduction in the deficit 
to 5 percent of GDP in 1988 on the basis of a modest 
contraction of both revenues and spending. The high inflation 
in 1989 has widened the deficit, as real revenue flows to the 
government are eroded. Moreover, since the Plan Primavera, the 
government accepted a decline in real terms in public tariffs 
as part of its anti-inflation effort, which considerably 
hindered efforts to place major state enterprises on a 
self-financing basis. The Menem administration is intent on 
tackling the budget problem through a sharp hike in public 
sector tariffs (for example, water, electricity and gas) and 
the elimination of government subsidies. 


Structural Adjustment. In October 1988, as part of the 
commitments taken under a World Bank trade sector loan, the 
government carried out significant liberalization of its import 
regime. The trade reform package included the streamlining of 
import licensing procedures and the elimination of prior 
consultation requirements for many items previously requiring 
them. The new tariff regime reduced the average import tariff 
from 38 percent to 29 percent. 


The government continues to strengthen its trade ties with 
Brazil through a comprehensive integration agreement. Some 
progress was achieved in the implementation of the bilateral 
economic agreements with Italy and Spain, which could lead to 
major new investments. 


During 1988, the government finalized the sale of its minority 
shares in three petrochemical plants. The Alfonsin 
administration did not complete its attempts to partially 
privatize the state-phone company, ENTEL, and the state 
airlines, Aerolineas Argentinas. However, the Menem government 
is taking a major initiative to privatize many state-owned 


companies and is seeking congressional authorization to begin 
the process. 


Balance of Payments. After a poor performance in 1987, 
Argentina achieved a healthy trade surplus in 1988 of $3.8 
billion. The current account fell sharply to $2.2 billion. 
Exchange market dislocations and problems with local drought 
will limit further export gains in 1989. The sharp pace of 
devaluation and temporary import restrictions should constrain 
imports in 1989. Nonetheless, Argentina should achieve a trade 
surplus between $3.5 - $4 billion. Meanwhile, sharply higher 
interest rates internationally could widen the current account 
deficit to nearly $4 billion. The capital account has suffered 
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in the absence of a new agreement with major private creditors 
and problems with disbursements under the World Bank’s 
structural adjustment loans. 


International Finance. Argentina’s relations with its 
international creditors have been on hold. The government has 
not serviced the foreign commercial bank debt since April 
1988. Arrears reached $5 billion at mid-year 1989 and could 
total $7 billion by December. As a consequence, Argentine 
loans of U.S. commercial banks were classified as value 
impaired by the Interagency Country Exposure Review Committee 
(ICERC) in June 1989. The Menem government has renewed 
negotiations with the IMF as a first step to deal with its 
external debt situation. 


Agriculture. Prospects for agriculture in 1989 are uncertain. 
Reduced export volumes are expected to more than offset the 
effects of higher world prices. Export earnings are forecast 
to drop to around $5.3 billion in 1989, compared with $5.65 
billion in 1988. 


The other uncertainty in 1989 is the new crop outlook. In 
order to capture some early revenue, farmers are expected to 
try to respond to stronger world prices and boost wheat 
plantings. Spring seeding of soybeans and sunseeds and to a 
lesser extent corn are also likely to rise as a result of 
relatively firm world markets. On the other hand, rampant 


inflation, high export taxes, and economic uncertainty will act 
as a drag on plantings and lead to less use of pesticides, 
fertilizers, and other purchased inputs. 


IMPLICATIONS FOR THE UNITED STATES 


Import Performance. In 1988, Argentine imports fell 8 percent 
to $5.3 billion. The U.S. market share was approximately 18 
percent. 


Imports by Major Categories (millions of dollars, c.i.f.): 


1985 1986 1987 
Capital Goods 1,083 975 
Raw Materials and 
Intermediate Goods 2,617 2,936 3,916 
Fuels and Lubricants 454 418 633 
Consumption Goods 133 284 276 
Other 11 3 19 
Total 3,814 4,724 5,819 


Import Controls. Major liberalization of Argentina’s import 
regime took place in October 1988. The number of items on the 
restricted import list was reduced from 3,100 to about 1,000. 
Most capital goods, petrochemicals and iron/steel products were 
shifted to the automatic permit list. Tariffs were also 
lowered from an average of 38 to 29 percent. 
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In May 1989, due to the economic crisis, the government imposed 
temporary import controls which required prior approval for all 
imports. However, these emergency import controls were lifted 
by the Menem administration. 


Currently, Argentina requires minimum payment terms of 180 days 
from the date of shipment. For capital goods valued over 
$250,000, the minimum terms are one year. 


The Argentine Government has embarked on industry sectoral 
programs (informatics and telecommunications) to encourage 
local production. The very high import duties which are 
usually an element of such programs may reduce imports of some 
products within these industries. However, development of 
these sectors also opens the possibility of increased sales of 
components and capital equipment for local manufacturers. 


Best Prospects. The best prospects for U.S. exporters by 
general category are: 


1. Oil and Gas Field Machinery 

2. Telecommunications Equipment 

3. Computers and Peripherals 

4. Food Processing and Packaging Equipment 
5. Agricultural Equipment and Machinery 

6. Electronic Components 

7. Textile Machinery 

8. Medical and Scientific Equipment 

9. Metalworking Machinery 


Requests for further details and information on import 
regulations can be made to: Argentina Desk Officer, 
International Trade Administration, Room H-3021, U.S. 

Department of Commerce, Washington, DC 20230; tel: 202-377-1548. 


Tourism. Tourism is an important source of income for the 
United States from Argentina. Despite declining arrival 
statistics since the high of 200,000 in 1986, Argentine 
expenditure per traveler continues to be among the highest of 
all groups. In 1989, about 100,000 Argentines are expected to 
travel to the United States. For more information, contact: 
U.S. Office of Trade and Tourism, USFCS, APO Miami, FL 34034; 
tel: (54)(1) 774-7611. 


Major Projects. Most major projects have some financing from 
foreign sources. Several large hydroelectric projects are 
under construction: Yacyreta (World Bank and IDB financing), 
Piedra del Aguila (IDB financing), and Uruguay-I (IDB 
financing). Other major projects underway include electric 
energy transmission and distribution, water treatment, port 
development, hospitals, gas treatment and transportation, 
petrochemical projects, telecommunications projects, and other 
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selected industrial development. Further information can be 
obtained from: Office of International Major Projects, 
International Trade Administration, Room H-6930, U.S. 
Department of Commerce, Washington, D.C. 20230; tel: 
202-377-4643. 


Investment Climate. In general, foreign investors enjoy the 
same rights and incentives as local investors. However, heavy 
government regulation, combined with policy uncertainty and 
complicated remittance procedures and restrictions, have kept 
new foreign investment levels relatively low. 


Foreign investment is not excluded from any sector, although 
executive branch approval must be obtained for industries 
related to national defense, public utilities, media, energy, 
education, financial institutions, steel, petrochemicals, 
mining, aluminum, and informatics. Similar approvals are 
required for acquiring stock in local firms. 


The United States and Argentina have reopened Overseas Private 
Investment Corporation (OPIC) activities in Argentina. In 
addition, if Argentina signs and ratifies the World 
Bank-sponsored Multilateral Investment Guarantee Agreement 
(MIGA), this will pave the way for increased foreign investment. 


U.S. Trade Promotion Events. The Commerce Department will 
organize the following upcoming trade events in Argentina: 


Date Event 


October 89 Food Production Equipment and Technology Video 
Catalog Show 

November 89 Latcom Communications Exhibition 

December 89 Plastic Production Technology Video Catalog Show 

February 90 Oil and Gas Field Equipment Catalog Show 

April 90 Analytical, Scientific and Process 
Control Instrumentation Catalog Show 

April 1990 Instrulab Medical Equipment Exhibition 

June 90 Machine Tool Exposition 

July-August 90 U.S. Pavilion -- "Rural" Agricultural and 
Industrial Fair 

August 90 Innova ‘90 Textiles and Textile Machinery 
Exhibition 

September 90 Electronia Electronic Industry Exhibition 

October 90 International Food Products Fair 

November 90 Electrotecnia Electronic Components Exhibition 


Additional information on these events can be obtained from the 
commercial section of the U.S. Embassy in Buenos Aires or from 
the Department of Commerce in Washington, DC. 





-10- 


Conclusion. U.S. exporters should assess the Argentine market 
on a mid- to long-term basis. If structural reforms are 
successful in permitting Argentina to realize its potential, 
firms will want to consider improving their positions during 
the early stages of the recovery to be able to take advantage 
of future sustained growth. U.S. exporters should be prepared 
to work through local agents, distributors, and 
representatives, or through joint ventures with as much local 
participation as possible both in services and equipment 
projects. 

















